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In acknowledgment of both 


“following: 


1. Special Recovery 
Refundable Investment 
Tax Credit 
Investment tax credits are 

used as an incentive to allow 

businesses to increase their 
investment in productive 
plant and equipment. Busi- 

nesses that will not be in a 

profit position to fully use 

their credit to reduce their 
federal tax will now be able to 
take advantage of the fact that 

a portion of the investment 

'tax credit earned over the 

next three years will be 

: refunded directly in ane 


pe receive 40% of their i 
ment tax credits on a refunda- 
‘ble basis. This compares with 
only 20% for the larger 
_ corporations. 


Federal Business 


he, TE a 


Federal Business Development Bank 


Background 


This measure will spe- 
cial help to start-up firms, 


that they earn. 
2. Loss Carryovers” 

The Budget contains a new 
measure to enable businesses 
to reduce tax in more fav 
able years by carrying over 
losses from other years. This 
is especially important now 
that so many firms. have | suf- 
fered from the ‘severe 


economic recession of 
1980-82. ee 
Business losses fouetly 


could be carried back one 
year and forward five years to 
reduce income subject to tax. 
The Budget now provides 


Banque fédérale 
Development Bank de développement 


tion to the Budget by representatives 
as highly positive. Spokesmen for 
ess organizations indicated that they felt that 
government was finally listening and that 
nlives c ntained i in the ‘Bucget were in line with 


rious organizations that rep- 
top priority was to re unemployment, it should enact 


legislation to stimulate the small business sector. This is 
indeed the challenge that was accepted in the Budget. 


that business losses can be 
carried back for three years 


ae r seven years. 


will take effec 


for small businesses. For 
large firms, the increased car- 
ryback will be phased in over 
two years. 

The benefits of the in- 
creased loss carryovers will 
provide increased cash flow 
to businesses in the early 
phase of the recovery. Over 
the longer haul, these mea- 
sures will provide increased 
certainty to firms that they 
can benefit from any tax 
losses they happen to sustain 
in less favourable periods. 
This is particularly important 
to firms incurring start-up 
losses and to firms in cyclical 


ommon message for the 
the federal government’s 


_ The Federal Budget 
and Small Business 


industries. 
The costs to the federal 
treasury of these improved 


tryback — loss carryover measures are | 
$305 million in the present 


‘fiscal year and $225 million in 
the following year. This un- 
derlines their importance as 
tax measures. 
3. Indexed Securities 

Investment Plan 

The Budget sets out propos- 
als for a new plan to exempt 
from tax the inflationary por- 
tion of capital gains on 
publicly-traded common 
shares -in Canadian 
companies. It will go into 
effect October 1, 1983, fol- 
lowing private sector 
consultations. 

While not specifically de- 
signed to help the really small 
firms, it certainly will assist 


-. medium sized businesses by 
| encouraging © ‘Canadians to 
invest more of their savings 


in common shares of Canad- 
ian companies. It will help tilt 


~ the balance away from debt 


issues towards equity issues. 
4. Research and — 

Development — 

There is a proposed invest- 

ment tax credit rate for re- 
search and development of 
35% for small business 
corporations, instead of the 
20% rate for most corpora- 
tions. This is not yet in force, 
but it is intended that detailed 
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CREDIT 


That necessary evil! 

In business, it is very difficult 
to operate without credit. 

At times, giving credit is a con- 
dition for the sale. Often, long 
term borrowing is necessary for 
expansion. Almost always, a 
line of credit at the bank is essen- 
tial to day-to-day operations. 

Aware of the ever present 


oblem that credit is, PROF, S$ went 


evores pages 


very down-to-earth — on 


the dual topic of? 


. The credit I grant — When 
and how to give credit to 
customers; 


. The credit I apply for — 
How to prepare a bank 
credit application. 


CLIP AND FILE! 
Inside 


Small Business News 
Franchising: an interview 
with the Association 
of Canadian Franchisors 

page SBN 1 
CASE Help: a counsellor 
comments on the 
importance of marketing 

page SBN 2 


Canada 


ditorial 


The FBDB’s 
New Mandate 


Are there better ways of providing assistance to business? This 
is a question that the Federal Business Development Bank is con- 
stantly asking itself. 


To ask the question is to be prepared to revise, if need be, the 
institution’s mandate — the development of business — a man- 
date which is unquestionably an important one. 


The speeches by the Minister of Finance (on the budget) and 
the Minister of State for Small Business and Tourism, both an- 
nounced a new mandate for the FBDB. This new mandate has 
three main points: 


1. Expansion of its investment banking services to fast growth 
businesses; 


2. Assistance to businesses in the presentation of their proposals 
and the search for financing suited to their needs; 


3. Tele-computerisation of information required by small 
business, including government aid programs. 


These new concerns are in addition to the Bank’s traditional 
role in the areas of financing, consultation, training and 
information. 


Although their aim is to facilitate both the search for sources of 
capital and the preparation of loan proposals, the government and 
the Bank do not want to act as a substitute for the private sector, 
but rather insure that businesses could have access to all sources 
of financing offered by the private sector. 


With a greater selection to choose from, business will be better 
served. With its increasing involvement in the financial 
community, the FBDB will need to maintain considerable flexibil- 
ity and be able to adapt itself to developing trends. The FBDB has 
already begun to make this adjustment by setting the interest rate 
for term loans at only 1/2% to 1% higher than in the private 
sector, which it must complement rather than compete against. 


The Bank must also play a development role, which requires 
that it invests in businesses with a high growth rate. Most of the 
time, it does so by supplementing the efforts of the private sector, 
often either investing together with the interested underwriters 
or simply refraining so as to leave room for them. 


In future, FBDB’s management services will be developed 
using the latest information available to orient their consultation 
programs and guide small business specialists in the implementa- 
tion of these programs. The introduction of tele-informatics into 
the information services represents a new departure for manage- 
ment services. 


Thus, with its new mandate, the Bank is pursuing a double 
objective: to serve as both a lever and a catalyst. 
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Economy 


Watch 


The Productivity/Jobs 


Dilemma 


As their productivity perfor- 
mances have been lagging 
behind those of other indus- 
trialized countries, Canada’s 
goods-producing industries 
have been becoming less com- 
petitive in world markets. 
There is a general clamour, 
therefore, for these industries 
to improve their productivity 
performance. At the same 
time, with unemployment 
rates now in double digits, 
there is a clamour for more job 
creation by the private sector. 

For the goods-producing 
industries, these two objectives 
are not compatible — in the 


short run both cannot be 
achieved. 
Canada’s Productivity 


Performance 

The most common measure 
of productivity is technically 
known as ‘‘labour productivi- 
ty’. It is the amount of real 
output produced per unit of 
labour input (such as per em- 
ployee or per hour of work). 

According to all reports, 
Canada’s manufacturers have 
been lagging behind their 
major world competitors in pro- 
ductivity performance over the 
past twenty years. This is il- 
lustrated in the following table. 

Japan leads the pack 

Japan’s productivity in- 
creased at an average annual 
rate of 10.5 percent in the six- 
ties and at a rate of 7.1 percent 
in the seventies. By comparison 
Canadian manufacturers’ pro- 
ductivity increased by only 2.5 
percent annually in the seven- 
ties though this was slightly 
Dettenstna neat nicmmlisse 
performance. It is no wonder 
that Japanese manufacturers 
are increasing their share of 
the World and North American 
markets. 

Canada losing the battle 

Canada’s productivity per- 
formance has been lagging for 
too long and if action is not 
taken soon, Canadian manu- 
facturers will be driven even 
further out of their markets by 
the competition. This will lead 
to more demands for protec- 
tionist measures (to protect 
the Canadian market from for- 
eign competitors). But protec- 
tionism is a_ short-sighted 
policy and in the end it leads to 
a decrease in the standard of 
living, as consumers have to 


MANUFACTURING PRODUCTIVITY 
Average Annual Rate of Change 


(Percentages) 


United 
States 


Canada 


Japan 


1960-1970 [i 
1970-1980 (e] 


France Germany United 
Kingdom 


Source: United States Department of Labour, Bureau of Labour Statistics. 


June 1982. 


pay more for the protected 
goods. 

Capital investment needed 

Improvement in productivity 
should come from upgrading 
the efficiency of Canadian 
plants. This means that compa- 
nies must invest in capital 


equipment that over the long — 
haul 


will reduce production, 
costs. New plant technologies, 
which are already being used 
abroad, should be introduced 
on a more widespread basis in 
Canada. 

This, of course, is easier said 
than done as today there is 
excess capacity in the system 
and the double recession in the 
1980-1982 period has eroded 
corporate profits. Nevertheless 
the long-range view of industri- 
al performance requires invest- 
ments today. Federal and pro- 
vincial budgets have recog- 
nized this need and have intro- 
duced tax measures to stimu- 
late these investments. It is 
now up to the private sector to 
respond. 

The Impact on Jobs 

To improve productivity, 
and hence competitiveness, 
new plant technologies/equip- 
ment must be adopted in 
Canadian plants. But new capi- 
tal equipment inevitably leads 
to less need for workers. There- 
in lies the dilemma — in the 
short-run. A_ recent federal 
report stated that the applica- 
tion of new technologies could 
displace over one million jobs 
by 1991. 

About one-quarter to one- 
half of all manufacturing jobs 
and one-quarter of jobs in busi- 
ness and financial services 


could be lost due to new 
technology being introduced in 
the workplace. The report does 
go on to say, however, that 
Canada has no choice but to 
become part of the ongoing 
technological revolution. If it 
does not, the consequences 


could be much worse. es) 
_ New technology in itself-will Be 


create new jobs. These jobs, — 
however, will require special- 
ized skills. Furthermore, as the. 
application of new technologies 
in plants begins to take hold, 
Canada’s competitiveness 
should improve, leading to ex- 
pansion of these plants and 
new jobs. Such expansion will 
create, in turn, additional jobs 
in other sectors of the economy 
through “‘ripple’’ or multiplier 
effects. However,these effects 
are longer term in nature. 
Short-term pain for 
long-term gain? 

The choice facing the Cana- 
dian economy is to invest mas- 
sively in new technologies and 
capital equipment to improve 
its productivity performance or 
to ‘“‘carry on business as 
usual”’. 

The first option would have 
short-run costs in terms of job 
losses and restrained company 
profits — since such invest- 
ments would in part be fi- 
nanced from retained earnings 
— but would ensure a better 
longer-term economic perfor- 
mance. 

The second option would 
have less short-run costs but 
worse long-term implications. 
The old cliché still holds — 
what’s needed is ‘‘short-term 
pain for long-term gain” 


OE 2 RE AES TIES 2 SS I ES RS I EI SE I SE ST ST 2 I I BP I EE 


2 PROFIT$ — Summer 83 


erotics) 


The Federal Budget and Small Business 


Highlights 


(continued from the front page) 


draft legislation be provided as 
soon as possible after the con- 
clusion of a _ consultative 
process. 
5. Export Market 

Development 

An additional $20 million 
will be allocated to the Program 
for Export Market Develop- 
ment (PEMD) over the next 
four years to encourage small 
and medium sized businesses 
that have not previously had 
export sales to begin export 
marketing and to assist estab- 
lished exporters in expanding 
into new markets. 
6. Federal Business 

Development Bank 

There is a recognition that, 
as well as tax incentives, more 
direct measures are required to 
assist small businesses. To this 
effect, the operating mandate 
of the Federal Business Devel- 
opment Bank is being expand- 
ed to give it a broader role in 
supporting Canadian small 


ment support needs. 

Term lending activity will be 
extended to cover more non- 
metropolitan areas, the gap be- 
tween FBDB lending rates and 
those charged by other com- 
mercial lenders is being nar- 
rowed and more loan options 
are now being provided. 

A new investment banking 


The Honourable William Rompkey, Minister of State (Small Business and Tourism) 


capability is being added to 
permit the FBDB to deal with 
the equity needs and other 
financial requirements of 
promising small companies. As 
well, the FBDB’s business and 
information services will be ex- 
tended and will include a com- 
puterized information system 
on all available government 
assistance programs for 
business. 


7. Simplification of 

the Tax System 

The Minister of Finance in- 
dicated that small business or- 
ganizations had been urging 
him to simplify the tax system 
and thereby reduce the paper 
burden and compliance costs 
of taxpayers. He stressed that, 
in his recent Budget, he had 
deliberately avoided making 
complex changes wherever 
possible. Instead, he had con- 
centrated on making existing 
tax incentives more effective, 


across the full range rather ‘than | scat abit new 


However, because it is recog- 
nized that the existing tax 
system is anything but 
“‘simple’’, the Minister of Fi- 
mance announced that the 
Canada Tax Foundation had ac- 
cepted his proposal to hold a 
national symposium this 
summer on how to simplify the 
tax system. 


and Guy Lavigueur, President, Federal Business Development Bank, at a press confe- 


rence given by the Bank on its new mandate. 


economy, 


Background 


The April 19, 1983 Federal Budget was so involved with the needs and potential of Small Busi- 
ness that it may well have chosen as a key theme “Helping Small Business Help the Recovery of the 


Canadian Economy”’. 


The Minister of Finance outlined the special role he reserved for Small Business in these 


words: 


“TI have been particularly concerned in preparing this budget with the financial difficulties 


that Canada’s small businesses must overcome to contribute to national recovery. 


Small firms 


are one of the most dynamic and innovative elements in the private sector. The way in which so 
many have managed to pull through the recession is a tribute to the dedication and entrepreneu- 


rial spirit of Canadians.” 


Pre-budget consultation 

In order to provide an under- 
standing and appreciation the 
specific measures taken at this 
time to assist Small Business, it 
is perhaps useful to point out 
that the Budget was prepared 
with the help of the most 
thorough-going pre-budget 
consultation that has been 
seen in Canada in many years. 
Not a single major interest 
group was missed in the can- 
vassing of opinion. Small Busi- 
mess advocates certainly had 
their opportunity to advance 
the case for further supportive 
action for this sector. 

The economic backdrop for 
this particular Budget was par- 
ticularly sombre. The Canadian 


as well as that of 
nearly all major industrialize 


countries, had just undergone 
the most severe economic re- 
cession in half a century. And 
while the Budget welcomed 
the fact that the recession had 
now bottomed out and that 
“economic recovery is under- 
way in Canada’’, major prob- 
lems remained. 

The severe economic reces- 
sion had left the Canadian 
economy with a great deal of 
unutilized capacity, both plant 
and human. In _ particular, 
unemployment rates had 
soared to double-digit levels 
with no real prospect of an 
early remedy. 

The Budget, 
a watershed of sorts 

Indeed, the Budget marked a 
watershed of sorts. The persis- 
tent problem of inflation and 
the record high interest rates 
which accompanied it were 
definitely on the wane, both in 
Canada and in other countries. 
Rising energy prices were no 
longer a major preoccupation 
of the policy makers. Food 
price increases had abated be- 
cause of record farm 
production. 

In addition, the burden of 
wage cost pressures had 
lessened significantly as the 
impact of government restraint 


programs for the public sector 
reinforced the discipline of the 
marketplace for wages in the 
private sector. 

With much lower rates of in- 
flation had come a significant 
winding down of interest rates, 
which in turn was of major 
assistance to firms large and 
small and, in particular, provid- 
ed an important stimulus to 
the ailing housing sector. 

The need for new jobs 

Thus, while the Federal 
Budget projected a relatively 
strong economic recovery in 
terms of growth in the next few 
years, it was much less optimis- 
tic on the ability of the econo- 
my to generate enough jobs to 
absorb the new entrants and 
reduce the existing level of 
jobless. Indeed, in the short 
run, the ability of the economy 
to generate more output with 
relatively constant resources 
meant a worsening jobless pic- 
ture even as the economy 
improved. In the medium 
term, there were problems 
with productivity and competi- 
tiveness which had to be 
addressed, and the offical fore- 
cast suggested a high level of 
unemployment would persist. 
Accordingly, the Federal 
Budget highlighted the shift of 
the number one priority from 
inflation to the need to create 
jobs. 

Permanent job creation 
rests with private sector 

Significantly, the Budget un- 
derlined the fact that, while the 
public sector could assist in the 
very short run by creating 
temporary jobs, the main 
thrust for permanent job- 
creation would rest with the 
private sector. Indeed, there 
was a recognition of the fact 
that a Budget deficit in the 
order of $31 billion for this 
year left relatively little scope 
for massive direct job creation 
measures. 

In fact, a priority in the 
Federal Budget was to preserve 
the confidence of the invest- 
ment and financial community 


in the fiscal and monetary re- 
sponsibility of the federal 
government by not making im- 
possible demands on our credit 
markets and hence pushing up 
interest rates by massive 
government spending pro- 
grams. 
The Budget, 
a confidence builder 

The major thrust in the 
recent Federal Budget was to 
reinforce newly emerging 
consumer and business confi- 
dence by creating a climate 
conducive to business develop- 
ment and expansion, with the 
government taking measures 
COSA en atesleast 
temporarily, until the private 
sector expansion was fully 
underway. 

The financial community re- 
sponded most favourably to 
this pro-business Budget with 
the Canadian stock market 
recording the sharpest post- 
Budget advance in recent 
memory. 

Small business, a job maker 

With the focus turning to job 
creation needs as the most 
urgent priority, the potential of 
Small Business in assisting the 
Canadian recovery was explicit- 
ly recognized as perhaps never 
before. The existence of hun- 
dreds of thousands of indepen- 
dent small businesses in 
Canada meant that even 
adding a single job per firm 
would result in really signifi- 
cant employment creation. 

The larger firms could not be 
looked to for direct assistance 
in employment creation as 
many of these were undergoing 
major structural problems, and 
direct government employ- 
ment could not be envisaged in 
the absence of major new 
government social and 
economic programs which in 
any event were ruled out be- 
cause of budgetary considera- 
tions. 

Thus, the focus shifted as 
never before on taking mea- 
sures to help smaller firms help 
the Canadian recovery. 
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The Credit | Grant 


When and How 


to Give Credit to Customers 


HAROLD J. DAVIES is a CASE Counsellor to numerous small entrepreneurs in the B.C. & 
Yukon Region. In this role he encounters all types of businesses that have one problem in 
common: CUSTOMER CREDIT. Fortunately his expertise and experience make him the right 
man for the job. We have convinced Mr. Davies, who operates out of the Kelowna CASE Branch, 
that his region should share his guidance with the rest of the country. 


PROFIT$: Mr. Davies, 
should small business bother 
with selling on credit? 

Davies: While you are not in 
business for the purpose of 
lending money to your 
customers, credit is very im- 
portant as a merchandising 
tool. If properly managed, it is 
of real benefit to both your 
business and your customer, 
and sales volume increases im- 
mediately by permitting sales 
to be made now that otherwise 
could not be made at all. It may 
also increase demand for your 
merchandise and/or services. 

If you do decide to manage 
your own accounts receivable, 
take into consideration their 
financing and the cost of the 
staff required for setting up the 
system, bookkeeping, billing, 
investigation and collections. 


PROFITS: You are talking 
about CUSTOMER credit as 
against CONSUMER credit, 
which is more handily and 
cheaply handled through the 
use of the national credit 
cards? 

Davies: Absolutely. Credit 
cards present no problem to 
the merchant other than the 
commission payable to the 
issuer. However, I will assume 
here that you have decided to 
institute your own credit 
department. 


PROFITS$: Can a small entre- 
preneur really manage credit? 
Davies: It’s a must. Like any 
other part of your business, if 
not properly managed, credit is 
one of the surest and fastest 
ways to bankruptcy. If your 
credit customers do not pay 
their accounts on time, it will 
not be long before you are 
unable to pay your accounts, 
thereby placing yourself in a 
great deal of financial trouble. 


PROFITS: How do you deter- 
mine the proper credit level 
for a business? 

Davies: The ideal volume of 
credit will be that volume 
which maximizes the net 
income added to your business 


from granting retail credit to 
customers. The added net 
income from the credit busi- 
ness depends upon the in- 
creased sales volume obtained 
by extending credit after 
deducting the added cost of 
giving your customers this 
credit. 


PROFITS: Don’t you some- 
times extend credit in self- 
defense? 

Davies: Obviously, the credit 
policy of your competitors will 
often affect yours. You must 
be able to determine this for 
your business in view of both 
the customer’s response to 
credit and the cost of extending 
credit to your customers. If 
your competitors make all 
their retail sales on a cash 
basis, customers who need 
credit would be very responsive 
to credit offered by your 
business. 

On the other hand, if your 
competitors are operating on 
very liberal credit terms, your 
business will probably lose 
more volume sales than would 
otherwise be the case if you 
refuse to extend credit beyond 
a limited amount. 

You will become very con- 
scious of the costs your busi- 
ness incurs by granting credit 
and you might, at times, feel 
that you could make more 
money by going on a strictly- 
cash basis. This is seldom the 
case. 


PROFITS: How can you tell a 
good risk froma bad one? 
Davies: Before you can pro- 
ceed with a credit plan, you 
must know your customer. 
Some of the best sources for 
this information are your local 
credit bureau, bank managers, 
local businessmen or business 
groups. Many businesses today 
have their own credit applica- 
tions which the customers 
complete and you thoroughly 
check before any credit is 
granted. 

If these applications are prop- 
erly worded and completed, 


the information should be suf- 
ficient to determine whether or 
not credit should be granted. 
Because of the differences 
among customers, a uniform 
credit policy will not work. 

They will usually fall into 
three distinct groups: 


Group I — Those who have ad- 
equate capital and do not need 
credit except as a matter of 
convenience — Credit to these 
customers is not a service for 
which they are prepared to pay 
extra in terms of higher prices. 
The cost of extending credit to 
these customers is compara- 
tively low; they normally pay 
their end-of-the-month state- 
ments promptly. 


Group II — Those who are 
short of capital and need 
credit — To customers in this 
group, credit is of real service. 
You must give them enough 
credit to purchase the merchan- 
dise they need and enough 
time so that they will have the 
money to pay the bills when 
they are due. 

Be cautious — you must be 
sure that the credit extended to 
these customers is limited to 
the amount they can use pro- 
ductively without experiencing 
hardships when payment is 
due. The right amount of 
credit granted with a suitable 
payment plan is a real service 
to these customers and also a 
profitable procedure for the 
business. 


Group III —Those who are 
short of capital and are poor 
credit risks — Credit to cus- 
tomers in this group is certainly 
a disservice. It only allows 
them to get further into debt 
and makes their financial situa- 
tion worse. Neither you nor 
your customers can afford to 
have credit granted to those 
who fall in this group. 


PROFITS: Should prices be 
the same, whether for cash or 


~ on credit? . 


Davies: No. You will be peren- 
nially faced with the question 
of how to distribute the costs 
of extending credit among 
those who charge and those 
who pay by cash. Therefore, a 
clearly-defined policy must be 
established to fit the needs of 
your particular business. 
You have two. possible 
courses: 
a) make discounts to customers 
who pay cash; 
b) add interest to those who 
charge their purchases. 


PROFITS$: How do you super- 
vise Accounts Receivable? 
Davies: Very closely. Your ac- 
counts should be aged each 
month so that you will know 
the amount and for how long 
each account has been 
outstanding. The age brackets 
generally used are: 30 days and 
under; 30-60 days; 60-90 days; 
90-120 days, and 120 days and 
over. Some businesses run this 
procedure out to a year; but 
past 120 days, the account is 
long overdue — this is no 
longer credit, this is financing! 
All accounts must be 
watched to ensure that each 
customer follows the repay- 
ment plan agreed upon. In 
cases where your customer 
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cannot meet his agreed repay- 
ment plan you should talk to 
him personally and find out the 
reasons, as it may be prudent 
to discontinue further credit to 
him. 

PROFITS: How do you collect 

Accounts Receivable? 

Davies: Before you grant 

credit you and your customer 

must understand exactly when 
and how payment is to be — 
made; 
can be difficult. Being personal _ 
with the customer at the time ~ 
you grant credit may be dis- 
tasteful for you, but it could 
become much more so before 
the account is collected. 

Follow these steps: 

1. Send Regular Monthly 
Statements — at least one 
week before due date. Regu- 
lar monthly statements to 
all your customers with 
unpaid accounts must be 
routine business policy. . 
Many customers will wait 
until they receive the 
monthly notice before 
making payment. 

2. Reminder Notices — In 
cases where your customer 
does not respond to the regu- 
lar statement, you should 
send out a reminder notice, 
usually mailed. This notice 
should be rather firm in 
wording, stating that the ac- 
count is now delinquent and 
that it should receive im- 
mediate attention. There 
should be no doubt left in 
the customer’s mind that his 
account is past due. 

3. Personal Letters — If your 
customer has not responded 
to your reminder notices, 
now is the time to send a per- 
sonal letter. It must not be 
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The Credit! Apply For How to Prepare 
A Bank Credit Application 


Know the rules. It’s easy if you speak the language and know the rules of the game. Banks want 
to lend money — it’s the main product they have to sell. Small businesses are beginning to be 
numbered among their best customers, but bankers must maintain lending standards and exer- 
cise some control over their loans. 

You can make your banker’s task easier and gain his respect by preparing a complete loan 
proposal. This is the language he understands. To improve your chances of obtaining a loan, be 
sure to emphasize how it will be used to increase the value of your business. 


Contents of a loan proposal 
Briefly your loan proposal 
should contain: 

1. Profiles of key managers, 
with details of their 
education, work experience, 
skills, areas of expertise and 
accomplishments; you must 
particularly stress your own 
managerial ability. 

2. A description of the business 
with details of your 
company, its products and 
markets, customers and 
competitors, inventory size 
and turnover rate, and aged 
listing of accounts receiv- 
able. 

3. Projections based on your 
present market share and an- 


epi ated growth opportuni- 
he next year and the 
Her three | ene List alter- 


natives and options available 
if things do not work out as 
planned. 

4. Financial statements for the 
past three years and projec- 
tions for the next three 
years. A personal statement 
of your own net worth is also 
required. : 

5. Purpose of loan. \t is most im- 
portant to state precisely 
how the loan will be used. 

6. Amount of loan. This should 


unkind or nasty but should 
be very pointed and 
demanding. 
Review the facts of the situa- 
tion and the history of the 
account, also the under- 
standing about the repay- 
ment plan made by both you 
and this customer. You 
should mention that a specif- 
ic credit program was 
worked out to suit him fairly 
and that you expect the 
same kind of fair treatment 
in return. 

4. Personal Collection Visits 
— If you have failed to re- 
ceive response from the per- 


be supported by carefully 

planned estimates. 

7. A projected cash flow state- 
ment that shows clearly the 
company’s capacity to meet 
interest expenses and to 
repay principal from profits 
and/or from liquidation of 
inventory or other assets. If 
this seems difficult, your ac- 
countant and/or banker can 
help you, provided that you 
have the necessary financial 
information. 

Failure to provide adequate 
financial data will decrease 
your chances of obtaining a 
loan. But failure to disclose in- 
formation that you fear will ad- 
versely affect your application 
will reduce them much more 


drastically. Be open and direct 


— a good relationship is based 
on trust. If business problems 
are eating away your profits, 
your banker may even have 
some sound advice to offer. 
Loans can be divided into 
two general categories: operat- 
ing loans and term loans. 
Operating loan (demand loan) 
Funds for general operating 
purposes are usually advanced 
at a variable interest rate, sub- 
ject to annual review. This 
kind of loan is useful for 


sonal collection letter, your 
next step is to make a per- 
sonal visit to your custom- 
er’s home or Office. 
Your best approach is to 
directly state the reason you 
are calling on your customer 
and find out why this account 
is not paid. You may have to 
change the repayment plan 
to suit his present financial 
position; however, the 
reason you are visiting this 
customer is to collect the ac- 
count or finalize arrange- 
ments that you are sure the 
customer can meet. 

5. Notice of Legal Proceedings 


normal financing requirements 
of a recurrent or temporary 
nature. 


For example, a retailer of air 
conditioning units would need 
to build up inventory for his 
busy summer season. An 
operating loan (demand loan) 
would more than likely be used 
to finance this seasonal need. 

Such a loan will be repaid as 
the invoices are paid and the 
accounts receivable are re- 
duced to a normal level. 


An operating loan (demand 
loan) is usually secured. Other 
characteristics include: 

— the interest rate at time of 
signing _ may be lower than 
for a term loan; 

— the interest 
Sluctuate; 

— repayment of the loan can be 
demanded at any time by the 
lender; this usually only 
occurs when the account 
does not perform satisfac- 
torily or in the case of seri- 
ous deterioration in the af- 
fairs of the business. 


rate may 


Term loan 
Money is borrowed for a 
term extending from one up to 
fifteen years. A term loan is 
usually amortized, i.e., the 


— If you find, after your col- 
lection visit, that your cus- 
tomer is not fulfilling the 
negotiated arrangements, 
the next step is a notice from 
your attorney that collection 
procedures will take place on 
a given date if the account is 
not paid. This should be a 
very short and formal letter 
— concise and direct. You 
must be prepared to proceed 
to carry out your collection. 
6. Taking Legal Proceedings 
— Oddly enough most of the 
customers who have been 
sued for collection continue 
to patronize your business. 


SS 


regular loan payments include 
principal and interest and are 
for a fixed aggregate amount 
over the life, or term, of the 
loan agreement. 

Take, for example, an entre- 
preneur who borrows $10,000 
to install a new heating system 
in his/her factory. In such a 
case, the entrepreneur and the 
lender will discuss the loan and 
agree to certain conditions. 
These conditions will include 
the amount of interest and how 
the loan will be repaid, which 
in this case may be for x years 
at y% over prime with monthly 
payments of $z. 

Term loans are commonly 
used to provide funds for the 
purchase of an existing 
business, to help establish new 
ones, to help finance major ex- 
pansions or capital expend- 
itures, and to provide addition- 
al working capital for a growing 
business. 


Often, after this experience, 
they turn out to be among 
the best and most prompt 
credit customers of your 
business. 


PROFITS: Aren’t Receivables 
a drag on your operations? 

Davies: Accounts Receivable 
may be financed by the same 
methods used to finance your 
other assets. The two most 
common methods used are: 
making satisfactory arrange- 
ments with your bank, and/or 
making financial arrangements 
with your principal suppliers. 
Both of these methods, either 


While the majority of term 
loans are secured by collateral 
such as fixed assets, the lender 
places great importance upon 
the ability of the borrower to 
repay the debt out of the busi- 
ness’ earnings, over the life of 
the loan. 

The main characteristics of a 
term loan are as follows: 

— it is usually secured by fixed 
assets; 

— the interest rate at time of 
signing is slightly higher than 
Sora demand loan; 

— payments, principal 
interest, stay the same; 

— the repayment period of the 
loan is specified and agreed 
upon. 


plus 


separately or combined, work 
very successfully. 

There are times when you 
can use the local banks to help 
finance credit needed by your 
customer in another way. By 
working with the banker and 
the customer, you can some- 
times work out a plan for the 
bank to extend credit to your 
customer so that he can 
purchase the merchandise 
required. 


PROFITS$: Many thanks, 
Davies. 


Mr. 


Leena c nce a aaaaaaaaaaaaaaaaaaaaaaaamaamaaaaaamamamaaaaamaaaamamaamaaamamaaaaaamaaaaamaaasmmaamamamaamassasmma 


PROFIT$ — Summer 83 5 


FBDB’s 


New Business Development Centre 


A new Small Business Devel- 
opment Centre under the 
management of John E. 
McNulty has been opened by 
the Bank in Mississauga, 
Ontario, -at “33, City. Centre 
Drive, Suite 145, in the Square 
One Business Complex. This 
new Centre is designed to 
better serve the business com- 
munities of Etobicoke, 
Brampton, Mississauga and 
Oakville. 

In addition to merging the 
Bank”s Etobicoke and Oakville 
Branches, the Centre will 
make all of the Bank’s 
services, including some im- 
portant new ones, more readily 
available. 


FBDB 

Project Development Team 

The Centre’s staff will in- 
clude four Project Develop- 
ment Managers, who are 
available to work with  busi- 
nesses in developing and for- 
mulating financing packages. 
The Bank’s Project Develop- 
ment Team will undertake an 
analysis of a client’s existing or 
proposed business in conjunc- 
tion with its financial and legal 
advisors. 

On the basis of this analysis, 
a report will be prepared, 
which can be utilized by finan- 
cial institutions to assess the 
client’s funding requirements. 
If requested, the Project Devel- 
opment Team will act as an in- 
termediary in negotiating fund- 
ing on behalf of clients. Fees 
are based on time and effort re- 
quired to complete the report. 


FBDB 
Business Planning Packages 
Business Planning Packages 
in a ‘Do-It-Yourself’ format 
are available at the Centre at a 
cost of $10 each and encompass 
the following topics: 
e Arranging Financing 
e Forecasting and Cash Flow 
Budgeting 
e Evaluating the Purchase of a 
Small Business 
e Credit and Collection Tips. 
These kits are designed to be 
readily used by the small to 
medium sized business. 


FBDB 
Standard Services 
The staff of the Business De- 
velopment Centre will make 
available all of the Bank’s ser- 


vices including medium and 
long term loans, loan guaran- 
tees, equity participation, di- 
rection to federal and provin- 
cial government assistance and 
seminars. Counselling by 
CASE (Counselling Assistance 
to Small Enterprises) counsel- 
lors is also available through 
the Mississauga CASE office 
which is under the direction of 
Leonard Prior, Co-ordinator. 

The Bank’s Financial Plan- 
ning Program and 
‘Do-It-Yourself?’ packages 
are currently available in select- 
ed branches across Canada. 


The Federal Business Development Bank __ by seeking and encouraging investment capital 
has been providing business with expert from the private sector. By backing business 
advice and financial backing for years. as a minority shareholder we can provide the 
Now we can do more. Our major services __ financial boost needed. 


are being expanded to help your business Our investment banking functions include: 
grow. underwriting, syndication, packaging, inter- 
mediation and equity investments. 


Our management services 


Our business management seminars, Clinics, 
owner/manager courses and counselling serv- 
ices have helped small businesses all across 
Canada improve their operation and achieve a 
higher level of profits. We are prepared to make 
these services more specialized by working with 
specific industry groups. 

Our services also provide information on 


Our term lending services 


As a supplemental lender we can often 
provide financing for a project when others can't. 
We offer medium and long term loans. We have 
broadened our term lending options and offer 
loans with floating or fixed interest rates... be it 
for one, two, three, four or even five years. Our 
floating rate loans can be switched to fixed 
terms on request. 


Our investment banking government assistance programs available to 
We have expanded this service to make businesses. This information and data on various 
investment financing more accessible to sectors of the economy will soon be computer- 


promising small and medium-sized business ized for easier and quicker access. 


Federal Business Banque fédérale 
Development Bank de développement 


Canada 
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Data Processing And Small Businesses 


No. 7: Telecommunications and 
Telidon 


Since the first article in this series appeared in January 1982, 
data processing has spread, in the home and among Small and 
Medium sized Businesses (SMBs) at a phenomenal rate. Today, 
one would be hard pressed to meet a group of businessmen or pro- 
fessionals whether it be over a game of golf, lunch, or at a party, 
that did not include at least one home computer owner. 


Also, most managers of 
large companies are now using 
directly or indirectly either a 
terminal linked to a main 
frame, or a micro-computer or 
a word processor. 

The movement toward data 
processing that was perceived 
in SMBs eighteen months ago 
has now reached the point 
where there is no longer any 
question as to whether a busi- 
ness should computerize, but 
when and how. 


Telecommunications 
One of the key elements in- 
volved in automating SMBs 
that have several locations is 
usually the need to relay infor- 
mation between different 
points, for example, jrom 
anch offices to headquarters. 


--'This, of course, takes us into 


the area of telecommunica- 
tions, which is a whole complex 
world in itself. We will limit 
our discussion here to a few 
basic ideas and definitions. 


Micro-Computers 
Micro-computers are gener- 
ally single-screen units that are 
designed only for non- 
interactive, more or less one- 
way communication. Transmis- 


sions are generally sent 
through an_ ordinary 
telephone, a telephone line 


and a small piece of equipment 
known as a MODEM (which 
stands for modulator/demodu- 
lator). 

Word processors are usually 
connected in the same fashion, 
enabling the user to send or re- 
ceive texts and figures. After 
the information has been re- 
ceived the computer handles it 
as if it had been input locally. 


Mini-computers 

Through mini-computers, it 
is possible to use several 
screens simultaneously and, in 
the case of more powerful 
machines, to operate several 
application systems at the same 
time. Thus, two terminals may 
be used for accounts receivable 
while a third operator works on 


inventories. 

Mini-computers are obvious- 
ly best suited to interactive 
telecommunication, since each 
terminal can be placed in a dif- 
ferent location. If all terminals 
are located in the same 
building, it is likely they will 
simply be linked to the central 
computer by a coaxial cable. 
Where greater distances are 
involved, communications will 
be channelled through public 
carrier lines. 

The simplest means of out- 
side telecommunication is 
through conventional local or 
long-distance telephone 
networks. The procedure and 
cost are exactly the same. 
Major Canadian telecommuni- 
cations companies also offer 


other types of services, such as 
the DATAROUTE network 


and DATAPAC system avail- 
able through Bell Canada. 


DATAROUTE 
and DATAPAC 

The DATAROUTE network 
is entirely committed to 
computer transmissions, and 
the customer pays_a_ fixed 
monthly rate that is proportion- 
ate to the number of terminals 
involved, the transmission 
speed of the network and the 
distances involved. 

The DATAPAC system is 
more sophisticated, consisting 
of a computerized system in 
which each data ‘“‘pocket’’ of 
256 characters bears a sequence 
code and the ‘“‘To’’ address. 
This packet may be sent to the 
addressee separately from the 
rest of the document of which 
it forms part. 

The DATAPAC system 
clearly allows greater flexiblity 
in the choice of transmission 
paths. Also, the customer is 
billed mainly according to the 
number of actual transmis- 
sions, the number of characters 
and the distances involved. 
Thus, fixed charges for DATA- 
PAC are minimal and the varia- 
ble costs of the system are 
often more affordable than 
those of other systems. 


Making a choice 

Any SMB that is considering 
automating would be well ad- 
vised to take a good look at its 
present and future needs in 
terms of the number of screens 
to be operated at one time, 
multiple programming for 
several simultaneous applica- 
tions and telecommunications. 
These elements may well 
become key factors in choosing 
a computer system. 

Companies that are larger or 
more advanced in the computer 
field are faced with similar 
questions when trying to inte- 
grate conventional terminals, 
word processors and micro- 
computers into a single, com- 
patible network. 


* * * * * 


TELIDON 
Our all too brief description 
of telecommunications 
technology would not be com- 
plete without some mention of 
the TELIDON project. 
TELIDON is the name of a 
telecommunications protocol 
for graphic data developed by 
Canadian government techni- 
cians and adopted more or less 
as a standard system in North 
America. It is the most tech- 
nologically advanced VIDEO- 
TEX system in the world. 


VIDEOTEX 

The advent of VIDEOTEX 
has led to the establishment of 
a very large data base which 
can be accessed by means of 
telecommunications through 
special terminals that may be 
installed anywhere in Canada. 
Users can access a wide range 
of information in the form of 
text and graphics on a modified 
colour television using a key- 
board resembling that of a 
pocket calculator. 


NOVATEX 
PROFIT$ interviewed 
David Johansen and Tony 
Zeitoun of Teleglobe Canada 
to discuss NOVATEX, a 
TELIDON-based service for 


businessmen distributed by 
Teleglobe. 
The NOVATEX data base 


will eventually contain three 
distinct categories of 
information. The first will con- 
sist of general data accessible 


to everyone, such as informa- 
tion on government programs 
or financial news (DATATEX 
service). 

Next there will be more spe- 


cialized financial information 
provided, for example, by 
stockbrokers or the country’s 
major stock exchanges. 

Finally, companies (especial- 
ly large firms) will be able to 
reserve certain sections of the 
system for their own informa- 
tion storage and distribution 
requirements. According to 
Johansen, several companies 
have already recognized the 
potential of the NOVATEX 
system in the area of personnel 
training. 

Zeitoun and Johansen con- 
cede that their system is only 
in the. initial stages at the 
moment. No group of applica- 
tions specifically designed for 
SMBs has been identified as 
yet. 

However, Statistics Canada 
data on Canadian markets are 
already available; and Tele- 


PRO HS 


globe may be able to promote 
various manufactured products 
through local or even interna- 
tional advertising, a possibility 
that should be of interest to 
exporters. At present, NOVA- 
TEX provides businessmen 
with information they can find 
in their daily newspapers. 


Of marginal interest 
to SMBs 

For the time being, the infor- 
mation services spawned by 
TELIDON technology are of 
only marginal interest to 
SMBs. But there is considerable 
potential for development in 
the coming years. 

ee ae ee 

This article completes our 
overview of the world of data 
processing as it affects SMBs. 
In upcoming issues, another 
writer will be taking a closer, 
more detailed look at the major 
factors and decisions to be 
faced by SMB owners and 
managers in the field of infor- 
mation processing. 


FBDB Management 
Training Seminars 


New! 
Bookkeeping made easy! 


A new, improved version of 
our Bookkeeping seminar is 
now available. The seminar is 
more practical, more dynamic 
and has been designed to 
demystify bookkeeping. 

Using accounting data/info, 
you will learn how to register 
initial journal entries, post 
them in the ledger, and draw 
up a trial balance for the prepa- 


ration of financial statements. 
You will also learn how to pre- 
pare a bank reconciliation. 

All in all, a packed agenda! 
The seminar includes a booklet 
for use in your own business. 
And don’t forget our free after- 
seminar service. 

If you would like further in- 
formation on our seminar 
program, please contact the 
Management Services Officer 
at the FBDB branch nearest 
you. 
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FBDB 
Joint Seminars 


coming 
Seminar 


are still 
Joint 


Enquiries 
about our 
program. 

Developed in cooperation 
with the Canadian Export 
Association, our Joint Seminar 
“Exporting Your Product” 
has been tested, early May in 
Burlington (Ontario). Eighteen 
Canadian manufacturers, 
some of them already 
exporters, have attended this 
seminar. Their comments and 
suggestions will help us finalize 
the product and we hope to 
offer this seminar during 
Summer 1983. 

Another seminar developed 
in cooperation with Employment 
and Immigration Canada: 
““Human Resource Planning” 
is under development and 
should be available during 
Summer 1983. 

The seminar ‘‘Advertising 
and Promotion Planning’’ for 
Electrical Contractors, which 
was developed at the request of 


INDEPENDENT BUBINEsS | 
\ 


A special 
feature by 
Douglas 
Lajeunesse 


Owner/managers of small 
businesses have at their dispos- 
al many different means to im- 
prove the profitability of their 
businesses, all of which 
part of sound management. 

Learn to adjust 

as quickly as the consumer 

The oil crisis and the subse- 
quent scarcity of derivative pro- 
ducts resulted in significant 
price increases to many 
consumer products. Consum- 
ers moved rapidly to change 
their behaviour. The sale of 
small cars increased, public 
transportation made more 
sense, travelling was better 
planned to minimize costs. 


are 


the Ontario Electrical League is 
now available. 

Another Joint Seminar: 
‘Time Management’ has 
been offered to the members 
of the British Columbia Pharma- 
cists’ Society. 

Board of Directors in coopera- 
tion with the /nstitute of Corpo- 
rate Directors in Canada has 
been presented in London 
(Ontario). Other sessions are 
scheduled. 

For more information on the 
Joint Seminar program, contact 
the Management Services Offi- 
cer at the nearest branch office 
or: 

The Manager, 
Program development 
Joint Seminars, 
Management Services 
Federal Business 
Development Bank 

360 St. Jacques Street 
Suite 1600 

Montréal, Québec 
IBPNC 12s) 


1 Management and 
Productivity 


In a similar manner, when 
businesses face more expensive 
costs of financing they need to 
question their old ways of 
doing things. The owner- 
manager must carefully reexa- 
mine and analyse all his ex- 
penses and insure that he gets 
a good return on every dollar 
spent. 

Controls, controls, 
controls 

To survive, good planning 
and control are mandatory. It is 
not sufficient to have annua! 
financial reports. Operating 
budgets on a monthly basis for 
planning, and monthly finan- 
cial statements for control are a 
must. Certain controls should 
be done more frequently — 
weekly or even daily. 

Profit, the result 

of efficient management 

The owner/manager should 
revise his management 
concepts. Profits are the life 
blood of any business, and the 
primary source of funds re- 
quired for survival. Often 


The Federal Business Development Bank is 
a leader and the most active organization in 
Canada in the field of management training for 
small business. Over 30,000 people participate 
in our half-day and full-day seminars annually. 
In addition, some 25,000 people attend courses 
developed and published by the FBDB which 
are given through local community colleges 


across Canada. 


Through a marketing arrangement, the 
FBDB is now pleased to present an additional 
management training aid, a Home Study Course, 
developed by SB Capital and RoyNat. 

The Successful Business Management 
course has been carefully designed for easy, 
practical reading and for ready reference and 
immediate application to an owner's day-to-day 


m4“ 


Training, 


situation. So far, close to 12,000 owners and 
managers have enrolled in the program. 

The course consists of 26 modules and 
covers virtually every aspect of running a 
business, including “Sources of Capital’ “Cash 
Flow Budgeting; Personnel Planning and 


Purchasing and Inventory Practices; 
“Production Planning and Control’ etc. 


Help yourself to this unique business tool. 


Dept. F 


L3T 1L6 


99 Doncaster Avenue 
Thornhill, Ontario 


Complete the order form below and return it 
with your $10 registration fee to cover the first 
two modules of this program to: 

Successful Business Management 


2 SE tpn tlecet. 


Yes, please send me the first 2 sessions of the 
program. | understand that | have 14 days to 
decide whether the program suits my needs. If 
| am not completely satisfied with these first 
sessions, | can return them for a full refund. 
Otherwise, | will be sent 24 more sessions in 
groups of two at two week intervals, and will 


Account No: 
Signature: 
Exprity Date: 


be billed or charged on my credit card at the 
rate of $15 per session. | may cancel the course 


at any time and pay only for the materials 


shipped to date. 
| 


Charge my credit card 
MasterCard Visa 


L 


Enclosed is a cheque for $10 payable to 
Successful Business Management. 


American Express 


Mr./Ms./Mrs./Miss 
Address 
City 


Postal Code 


(| would like to purchase the full 26 sessions program at 
one time so that | may receive the $66 special discount. 
Enclosed is my $304 payment. 


First Name 


Province 


Last Name | 


Telephone No. 


a] 


Owners associate sales and 
profits, the idea being that an 
increase in sales will necessarily 
mean an increase in profit or 
cashflow. Profit is the result of 
efficient management of 
business and not necessarily of 
a large volume of sales. Produc- 
tivity is a key to success. 
Productivity =profits 

It is commonly acknowl- 
edged that the productivity of 
Canadian business is too low. 
An increase in the productivity 
of a small business will increase 
its profit capacity and at the 
same time reduce the financing 
burden. It should be empha- 
sized that profit constitutes a 


the | 


primary source of financing for 
most small businesses. 
The real factors 
of productivity 
Sound business management 
leads to improved productivi- 
ty. A study by the American 
Management Association, 
which involved 3 400 business- 
men in the United States, 
revealed that different aspects 
of management affected the 
productivity of business 
organizations. The factors were 
rated, by respondents, as very 
important in the following 
order: 
Better planning (66%), more 
efficient management (65%), 


improving work methods 
(49%), improving communica- 
tions (48%), more emphasis 
on results (45%), better em- 
ployee training (45%), more 
management attention to pro- 
ductivity (39%), better human 
relations (36%), improving 
technology (35%). 

The results of this study 
clearly indicate that the im- 
provement of different aspects 
of management, such as 
planning, work methods, com- 
munications and human 
relations, is more likely to in- 
fluence the productivity of an 
organization than the improve- 
ment of technology. 


SS 
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Franchising as a small 
business option 


Today, there are over 25 000 small 
businesses in Canada that are 
franchises. The owners of these fran- 
chises — the franchisees — have en- 
tered a partnership with the franchisor 
that gives them the right to sell a par- 
ticular product or service within a 
specified territory. There are approxi- 
mately | 000 franchisors operating in 
Canada and almost two-thirds of them 
are Canadian owned. 


Association of Canadian Franchisors 

You don’t have to be a large corpo- 
ration before you can sell franchises 
and you don’t have to be a wheeling- 
dealing entrepreneur before you can 
buy one. ‘‘Business owners decide to 
franchise their operations for a variety 
of reasons,’’ says Howard Rose, ex- 
ecutive director of the Association of 
Canadian Franchisors. ‘‘For many, it 
is an ideal form of business expansion 
without requiring a substantial in- 
crease in their investment. Basically 
the franchisees are paying for the set- 
ting up of the franchise while the fran- 
chisors are providing their expertise.” 
Along with the expertise, the fran- 
chise package usually includes a 
proven product or service, rights to a 
corporate name and symbol, product 
research and service, management 
training, and group purchasing ability. 


The franchise option 


Even the professionally self- 
employed are now looking at franchis- 
ing as a viable option for reducing the 
risk factor of setting up a new 
business. For example, the image of 
North American dentistry is quickly 
changing to include shopping centre 
and department store outlets as well 
as franchise operations. In the U.S., 
several dental franchise operations 
have been started in the last few years 
where the dentist-franchisee is provid- 
ed with a fully equipped practice with 
assistance in the areas of manage- 
ment, marketing, volume purchasing, 
financial control, marketing research, 
and information. 


Canada 


“‘The experience factor is one of 
the key reasons for someone to con- 
sider buying a franchise,’ continues 
Rose. ‘“‘You don’t need to have had 
the experience of running your own 
business — the franchisor will usually 
provide you with all the necessary 
skills to operate the franchise.” 


The rate of failure is lower for fran- 
chises than for independent start-ups 
according to Rose. ‘‘There is less risk 
in the franchise operation because, as 
the franchise owner, you aren’t com- 
pletely on your own. The independent 
entrepreneur must investigate, 
analyze, and develop a concept from 
scratch. Starting a successful business 
requires a formula to make sure you 
get the necessary mix of the proper 
ingredients. For a new business, the 
possibility of showing a profit in the 
first year of operation is greater in a 
franchise operation,’’ adds Rose. 


Franchise chemistry 


But not everyone has the right per- 
sonal chemistry to be a franchisee, 
and neither does everyone have the 
ability to be an independent small 
business owner. 


““Small business owners are usually 
greater risk takers than are fran- 
chisees,”’ says Rose. ‘“They are usual- 
ly more aggressive, independent, and 
entrepreneurial in their outlook.”’ En- 
trepreneurial types can become suc- 
cessful franchisees, but, they must be 
willing to work within the guidelines 
and structure already established. 


If you are contemplating buying a 
franchise, however, you shouldn’t 
proceed any differently than if you 
were buying an existing business. 


You must be careful to investigate 
all the facts and be sure that you know 
exactly what it is you are buying. If 
sales estimates have been prepared by 
the franchisor, check them out. If a 
target market and potential customer 
base have been forecasted, do your 
own research to make sure the esti- 


mates are realistic. Although it is in 
the franchisor’s best interest to pro- 
vide accurate information, it is still 
the franchisee’s responsibility to 
verify the details. 


‘The franchisor generally provides 
estimates based on a typical franchise 
with similar market potential to the 
proposed franchise. There are no guar- 
antees that the franchisee will im- 
mediately reach the targeted figures; 
they are simply guidelines for the fran- 
chisee to follow when analyzing the 
opportunity,’ says Rose. ‘‘The fran- 
chisee should have an accountant 
check any financial information and 
the contract between franchisor and 
franchisee should be read carefully 
and checked by a lawyer. 


“‘Our association has established a 
code of ethics that each member must 
follow.’’ This is to ensure that the 
image of the franchise industry isn’t 
tarnished by unethical ‘“‘fly by night”’ 
type of operations. Sometimes poten- 
tial business owners can allow them- 
selves to be misled by the promise of 
““set rich quick’? schemes. 


Rose explained the basic role of the 
Association of Canadian Franchisors: 
‘“‘We were established to set standards 
and promote ethical business practices 
of franchisors.’’ Also, the association 
provides education and information 
services as well as representing the 
franchise industry at governmental 
levels. Regular discussion groups are 
organized to provide a forum for fran- 
chisors to discuss problems and ideas. 


Member forums 


“These forums have very positive 
results because, although all the mem- 
bers are franchisors, they are not 
really competitors. We have all types 
of businesses represented at these 
meetings, therefore, there is a free ex- 
change of information, experience, 
and knowledge. Not all of our mem- 
bers are large national franchisors,” 
says Rose, ‘‘we have different catego- 


ries of membership and some of our 
members have less than three fran- 
chise units.” 


According to Rose, one of the most 
common areas of disagreement be- 
tween franchisor and franchisee is in 
the area of termination. ‘‘The rights 
to termination are almost always 
spelled out in the contract and the 
potential franchisee should have a 
lawyer carefully review and explain 
the conditions. Generally, a franchisor 
can terminate the franchisee’s con- 
tract for three reasons: operating out- 
side the agreement, affecting the in- 
tegrity of the franchise, and tarnishing 
the image of the franchise. But ter- 
minating a contract is always a last 
resort,’’ adds Rose. “‘The franchisor 
wants the business to succeed as 
much as the franchisee. Generally, 
franchisors have inspectors who will 
try to correct any problems that may 
be developing in a _ particular 
franchise.”’ 


Buying a franchise is not a ticket to 
success. It requires the same determi- 
nation and dedication to hard work as 
running an independent business. 
The difference is the franchisor, who 
assists by providing a proven product 
or service and training you in the daily 
operation of the franchise. Generally, 
the franchisor will also help.you with 
any problems that may develop with 
the business. But you, as the 
franchisee, must provide the lead- 
ership and good management that is 
inherent in all successful small 
businesses. 


If you are a franchisor wishing infor- 
mation about the Association or if 
you are a potential franchisee wanting 
to know if a particular franchisor fol- 
lows the Association’s code of ethics, 
you may contact them at the address 
below: 


Association of Canadian Franchisors 
44 Laird Drive 

Toronto, Ontario 

M4G 3T2 


Franchise information available 


For more information on 
franchising, Volume 3 of FBDB’s 
“Minding Your Own Business” 
series deals with franchising and 
service businesses. The first 
chapter, Buying A_ Franchise, 
defines franchising and outlines 
what to examine when considering 
a franchise as a viable alternative to 
starting a business from scratch. 
An important checklist is provided 
that will allow you to judge whether 
you have satisfactorily investigated 
the franchise opportunity prior to 
purchase. 


Each volume in this series 
(Volume 1, general small business 
management; Volume 2, retailing; 
Volume 3, franchise, restaurant 
and service businesses) is available 
at your local FBDB branch for a 
nominal charge of $2.00 each. 
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Also available from the federal 
government are two seminar kits 
on franchising. One, which contains 
sources of information and helpful 
hints, is directed to the potential 
franchisee, while the other is 
oriented towards the prospective 
franchisor and outlines the pros 
and cons of franchising as a means 
of expanding your business. 


Either of these franchising kits is 
available by contacting the 
following: 


Departments of Industry, Trade 
and Commerce, and 

Regional Economic Expansion 
Office of Service Industries 

6th Floor East FSEI 

235 Queen Street 

Ottawa, Ontario 

K1A 0HS5 


At | \ 


| CASE 


\ 


“Small business needs to develop 
its capability to prepare marketing plans.” 


‘‘There are many different interpreta- 
tions of marketing,’ says Ron 
Findlater, CASE counsellor from Cal- 
gary North. ‘““‘To some small business 
Owners, marketing simply means 
selling; but, it is more than that. Al- 
though a marketing plan varies with 
the size of the business and type of 
products, it is essentially a document 
that sets business goals and action 
programs. The action programs, to 
achieve the established goals, include 
various strategies such as financing, 
pricing, distribution, and, of course, 
advertising and promotion. 


““Fach of these strategies must be 
closely related to the others, and once 
this concept of interdependence is 
understood, a viable marketing plan 
can be developed,” adds Ron. 


Master plan 


‘““A good marketing plan can be 
used as a master plan for your 
business. It can be used to motivate 
staff and to inform bankers and sup- 
pliers. It should support the financial 
goals of your business and it should 
be an organized plan showing the 
past, present, and future of your 
business. An effective marketing plan 
often emerges after consultation with 
employees. It is also easier to imple- 
ment your plan when employees are 
aware of your objectives.” 

In general, many small business 
owners recognize the need to develop 
their capability to prepare sound 
marketing plans. ‘‘Marketing needs 
information,’ says Ron, ‘‘and the 
business must have the capacity to 
generate it. A poorly organized busi- 
ness will not be able to provide the in- 
formation as quickly as it is needed. A 
basic requirement is a monthly earn- 
ings statement, which allows you to 
plan accurately as well as providing 
the means to monitor your progress. 
The business budget is fundamental 
to your marketing plan. A careful 
review of last year’s figures may 
expose areas where improvements 
could be made. Using these historical 
numbers, prepare a forecast for the 
coming year. Before you can develop 
a marketing plan, you need these 
tools. 


Determine objectives 


“In developing a marketing plan 
you must decide what you want to 
accomplish. Don’t start by saying you 
need an advertising campaign. You 
must first determine your objectives, 
and then decide how to do it. This is a 
marketing plan: choosing what strate- 


gies are required to achieve your 
objectives.” 


Determining what you want is not 
always the same as determining your 
needs. It is best to use a variety of 
sources when you are trying to analyze 
the needs of your business. 
‘‘Sometimes a customer questionnaire 
will reveal potential areas for expan- 
sion or development,’? adds Ron. 
‘“‘Look beyond your immediate 
market and ask yourself if there are 
any other markets for your product 
and, if so, how can you reach them?”’ 
Check any statistics on your 
community, your product, your indus- 
try sector, or your customers. Good 
sources for this type of information 


are government agencies, trade 
associations, and advertising or 
marketing firms. Other invaluable 


sources are your salespeople, field 
agents, and distributors. 


‘‘After you have analyzed your cus- 
tomers’ needs you should analyze 
your competition. Compare products 
and services, and find out what makes 


. yours a little special.”’ 


as well as 
suggestions. 


“Once the distribution system has 
been established, it is necessary to 
determine what kind of support will 
be required. Each situation demands 
different promotional or advertising 
strategies. If you’re selling your prod- 
uct through a distributor then you 
may want to have sales campaigns 
directed not only to distributors, but 
also to dealers and consumers. 


““An_ advertising/promotion cam- 
paign can also focus on other facets of 
your business such as customer ser- 
vice and product quality. By making 
your advertising campaign part of an 
overall marketing plan,’ says Ron, 
“it will be organized so that your ads 
run at precisely the right time. An ef- 
fective marketing plan establishes 
timetables and controls for the imple- 
mentation of advertising and 
promotion. 


some marketing 


Pricing and service 


**Pricing is an extremely important 
strategy that may make or break a new 


“marketing means choosing 
the strategies required to 
achieve your objectives” 


Most importantly, you must keep 
the marketing plan relevant to your 
enterprise. This means more than 
making sure that the proper image is 
promoted; you must ensure, for 
example, that your advertising cam- 
paign is a reflection of your marketing 
studies and your financial plans. 


Support strategies 


If you want to introduce a new prod- 
uct to the marketplace, Ron suggests 
five points to consider before you pre- 
pare a marketing plan. 

‘First, you must discuss methods 
of distribution. Is there an existing 
distribution network or does one have 
to be established? You may decide 
that you want to market the product 
directly to the end-user yourself. If 
you're using distributors, don’t ne- 
glect them as sources of information. 
They may have some excellent opin- 
ions on the product’s market potential 


product. A careful analysis is required 
to determine what is a reasonable 
price and one that the market will 
bear. Check the competition to see if 
your price ts in line, and don’t ignore 
changes in the market. Calculate your 
profit margin to determine if you 
could attract new customers by chang- 
ing your pricing structure. 


““A final consideration of your 
marketing strategy should be a servic- 
ing and warranty policy. This may 
make your company unique thereby 
capturing a significant share of the 
market.” 


Monitor progress 


Once you have implemented your 
marketing strategy you must monitor 
your progress. “If you knew your 
market share before, then you should 
analyze your market share once the 
marketing plan is in effect to see how 
close it comes to your predictions. 
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Don’t wait until the end of your cam- 
paign to start your analysis. It is best 
to do it on a monthly basis, because, if 
you wait any longer, you will have lost 
the possibility of reacting to results; 
strengths and weaknesses may be 
revealed and you can alter your strate- 
gy accordingly. Monitor your progress 
regularly, respond immediately to any 
variations, and build upon each phase 
to achieve the most success. 


‘‘The marketplace is unforgiving,” 
concludes Ron Findlater, CASE coun- 
sellor from Calgary North. “‘If you try 
to run a small business without any 
predetermined objectives, it will drag 
you all over the place; a_ well- 
organized marketing plan will provide 
you with the necessary direction.” 


CASE, Counselling Assistance to 


Small Enterprises, is a service offered to 
small businesses by the Federal Business 


Development Bank. The I 600 counsel- — 


lors on the CASE roster are all retired 
business people who have many years of 


experience to offer the small business. 


owner. Counsellors are selected for a 
specific assignment based on their back- 
ground and expertise to ensure the best 
service to the owner/manager. 


CASE Help, a regular feature of 
Small Business News, offers the com- 
ments and advice of a CASE counsellor 
selected from one of the 43 CASE 
offices. 

For more information on CASE Help 


for your business, contact your local 
FBDB branch or CASE office. 
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